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Commission. 

ACTION:  Proposed  Rule  Change. 

SUMMARY:  The  Commodity  Futures 
Trading  Commission  (“Commission”)  la 
proposing  to  eliminate  the  absolute  pro¬ 
hibition  of  allocation  of  trades  by  floor 
brokers  among  accounts  by  permitting 
allocation  in  accordance  with  contract 
market  rules  approved  by  the  Commis¬ 
sion  pursuant  to  section  5a(12)  of  the 
Commodity  Exchange  Act,  as  amended. 
The  intended  effect  of  the  proposed  rule 
change  is  that  contract  markets  be  per¬ 
mitted  to  adopt  and  receive  Commis¬ 
sion  approval  of  rules  which  set  forth 
specific  procedures  by  which  floor  bro¬ 
kers  may  allocate  trades. 

DATES:  Comments  must  be  received  on 
or  before:  August  8, 1977. 

ADDRESS:  Comments  on  the  proposal 
should  be  sent  to:  Commodity  Futures 
Trading  Commission,  2033  K  Street, 
NW.,  Washington,  D.C.  20581,  Attention: 

Secretariat. 

FOR  FURTHER  INFORMATION  CON¬ 
TACT: 

Maureen  E.  Lally,  Contract  Markets 
Section,  Division  of  Trading  and  Mar¬ 
kets,  Commodity  Futures  Trading 
Commission,  2033  K  Street,  NW, 
Washington,  D.C.  20581,  (202)  254- 
5208. 

SUPPLEMENTAL  INFORMATION:  On 
December  20,  1976,  the  Commission 
adopted  a  new  Part  155  of  the  Commis¬ 
sion  regulations,  establishing  trading 
standards  for  floor  brokers  and  for  those 
futures  commission  merchants  which  are 
members  of  contract  markets.  (41  FR 
56134,  December  23,  1976).  While  the 
Commission  determined  to  adopt  Part 
155  in  the  form  as  published,  it  also  an¬ 
nounced  that  it  would  “consider  any 
comments  on  the  new  regulation  submit¬ 
ted  by  interested  persons  on  or  before 
January  21, 1977,  in  determining  whether 
any  further  or  different  action  should  be 
taken  with  respect  to  any  of  the  matters 
dealt  with  in  these  regulations.” 1  Nu¬ 
merous  oral  and  written  comments  were 
received  requesting  that  the  Commission 
clarify  whether  any  type  of  allocation  is 
permissible  under  regulation  155.2(g).* 


1  41  FR  56144,  December  23,  1976.  The  effec¬ 
tive  date  of  Part  155  was  extended  to  March 
16,  1977  and  the  period  for  the  submission 
of  comments  was  extended  to  February  22, 
1977.  (42  FR  4120,  January  21.  1977). 

“The  Commission  today  published  In  the 
Federal  Register  Interpretations  of  regula¬ 
tion  155.2(c)  and  155.2(e)  and  specified  terms 
and  conditions  for  certain  exemptions  from 
various  provisions  of  regulation  155.2.  See 
42  FR  36003  July  7,  1977. 


Regulation  155.2(g)  presently  prohibit® 
allocation  by  a  floor  broker  of  trades 
among  accounts.  While  the  present  lan¬ 
guage  of  regulation  155.2(g)  does  not 
permit  any  type  of  allocation,  the  Com¬ 
mission  previously  stated  that  the  pur¬ 
pose  behind  the  regulation  is  to  prevent 
discretionary  allocation  which  permits 
floor  brokers  to  allocate  “the  best  trades 
to  their  own  accounts  and  the  accounts 
of  their  preferred  customers  to  the  det¬ 
riment  of  their  other  customers.”  41  FR 
56137.  The  Commission  recognized  that 
there  may  be  times  when  the  floor  broker 
must  assign  trades  among  accounts  and 
suggested  a  nondiscriminatory  method 
for  such  assignment,  e.g.,  assignment  on 
the  basis  of  the  order  of  receipt  by  the 
broker  of  the  orders  in  the  pit.* 

Commentators  have  raised  two  general 
objections  to  the  present  regulation. 
First,  they  believe  that  a  floor  broker’s 
assignment  of  trades  on  the  basis  of  an 
objective  factor  such  as  time  stamp 
should  be  a  permissible  method  of  allo¬ 
cation.  Second,  since  it  is  impossible  to 
assign  trades  on  the  basis  of  time  stamp 
when  there  are  identical  time  stamps 
or  when  there  is  no  written  time  stamp 
record,4  contract  markets  should  be 
permitted  to  devise  other  allocation 
procedures. 

The  proposed  amendment  would  elim¬ 
inate  the  absolute  prohibition  of  a  floor 
broker’s  allocation  of  trades  among  ac¬ 
counts  by  permitting  allocation  in  ac¬ 
cordance  with  contract  market  rules 
approved  by  the  Commission  pursuant  to 
section  5a(12)  of  the  Act.  Therefore,  con¬ 
tract  markets  who  wish  to  permit  any 
type  of  allocation  may  adopt  and  sub¬ 
mit  for  Commission  approval  pursuant 
to  section  5a(12)  of  the  Act  rules  setting 
forth  specific  allocation  procedures  which 
are  consistent  with  the  purpose  of  the 
regulation,  i.e.,  to  prohibit  discrimina¬ 
tory  allocation  by  floor  brokers  of  trades 
among  accounts.5 


*41  FR  56137,  n.  13,  December  23,  1976. 

‘In  this  connection,  the  Commission  has 
proposed  that  present  regulations  1.35(a-l) 
(2)  and  (3)  be  changed  to  provide  that  all 
orders,  including  those  received  from  an¬ 
other  member  on  the  floor,  be  written  and 
time  stamped.  In  this  way,  there  would  be 
a  written,  time  stamped  order  for  almost 
every  trade.  (41  FR  55887,  December  23, 
1976). 

‘In  a  related  area,  some  commentators 
have  questioned  whether  a  floor  broker  can 
correct  his  errors  while  holding  customer 
orders  which  are  executable  at  the  market 
price  on  the  opening  or  opening  call  and  still 
comply  with  the  requirements  of  regulations 
155.2  (a)  and  (b).  Regulations  155.2  (a)  and 
(b)  prohibit  a  floor  broker  from  executing 
any  transaction  for  his  own  account  while 
holding  the  order  of  another  person  which 
Is  executable  at  the  market.  These  regula¬ 
tions  Incorporate  a  "customer  first”  rule 
which  Is  Intended  to  prohibit  a  floor  broker 
from  trading  ahead  of  a  customer  order  in 
any  delivery  month  of  the  futures  contract 
specified  in  the  customer’s  order. 

Commentators  have  stated  that  a  Hoof 
broker  will  correct  his  errors  from  the  previ¬ 
ous  day  as  soon  as  possible  the  next  morn- 


In  teres  ted  persons  may  submit  com¬ 
ments  on  or  before  the  above  date.  The 
Commission  will  consider  these  com¬ 
ments  in  determining  whether  to  adopt 
the  proposed  amendment  to  regulation 
155.2(g). 

In  consideration  of  the  foregoing  and 
pursuant  to  sections  4b,  4g,  4j  and  8a  of 
the  Act,  7  U.S.C.  6b,  6g,  6J  and  12a,  the 
Commission  hereby  proposes  to  amend 
17  CFR  155.2  by  revising  5  155.2(g)  to 
read  as  follows: 

§  155.2  Trading  standards  for  floor 
brokers.  . 

•  #  *  •  * 

(g)  Prohibit  such  member  from  allo¬ 
cating  trades  among  accounts  except  in 
accordance  with  rules  of  the  contract 
market  which  have  been  approved  by  the 
Commission. 

•  •  •  •  • 

Issued  in  Washington,  D.C.  on  June  29,  • 

1977. 

By  the  Commission. 

William  T.  Bagley, 
Chairman,  Commodity 
Futures  Trading  Commission. 

[FR  Doc.77-19204  Filed  7-6-77;8:45  am] 


lng  even  If  it  means  handing  off  his  deck  to 
another  broker  during  the  opening  period  or 
refusing  to  accept  any  customer  orders  for 
the  opening.  The  customer,  therefore,  may 
be  disadvantaged  In  that  he  would  be  un¬ 
able  to  use  the  expertise  of  a  particular 
broker  for  the  execution  of  his  opening  or¬ 
ders.  These  commentators  have  requested  an 
exemption  from  the  "customer  first”  rule 
of  regulation  155.2  (a)  and  (b)  to  permit  a 
floor  broker  on  the  opening  or  opening  call 
to  correct  his  errors. 

The  Commission  believes  that  contract 
markets  should  address  this  concern  in  the 
context  of  proposed  rules  submitted  to  com¬ 
ply  with  proposed  regulation  155.2(g),  If 
adopted.  The  primary  purpose  behind  both 
the  "customer  first”  rule  of  regulations  155.2 
(a)  and  (b)  and  the  regulation  155.2(g) 
prohibition  of  allocation  is  protection  of 
the  customer.  When  a  floor  broker  Is  per¬ 
mitted  to  correct  errors  before  executing  his 
customer  orders  on  the  opening  or  opening 
call,  there  Is  a  potential  that  the  floor  broker 
will  allocate  the  most  favorable  trades  to  his 
own  account  to  correct  his  errors  to  the 
detriment  of  his  customer.  This  discrimina¬ 
tory  allocation  could  occur  without  detec¬ 
tion  by  the  contract  market  since  mo6t  con¬ 
tract  markets  do  not  presently  require  that 
each  transaction  be  time  stamped  upon 
execution  and  since  contract  markets'  time 
and  sales  information  for  the  opening  or 
opening  call  is  often  quote  in  terms  of  a 
range  rather  than  In  consecutive  price 
changes.  The  contract  market  may  have  dif¬ 
ficulty,  therefore.  In  determining  whether 
the  customer  Relationship  was  abused  by 
permitting  the  floor  broker  to  correct  his 
errors  before  executing  his  customer’s 
orders. 

To  resolve  this  concern,  if  the  proposed 
amendment  to  regulation  155.2(g)  is  adopt¬ 
ed.  the  Commission  will  consider  proposed 
contract  market  rules  which  allow  a  floor 
broker  to  correct  his  errors  on  the  opening 
or  opening  call  before  executing  trades  for 
his  customers  only  if  proposed  contract  mar¬ 
ket  rules:  (1)  set  forth  specific  allocation 
procedures  which  are  designed  to  prohibit 
discriminatory  allocation  of  trades  on  the 
opening  or  opening  call  and  (2)  provide  that 
the  floor  broker  Indicate  on  the  records  be 
keeps  for  the  contract  market  that  the  tran¬ 
saction  was  executed  to  correct  an  error. 
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